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SCOTIA PACIFIC COMPANY LLC

BALANCE SHEET
(In millions of dollars)

Assets
Current assets:

Cashandcashequivalents . . ... ... it
Marketable securities, restricted . . ... ...
Receivablesfrom Pacific Lumber .......... ... ... .
Prepaid timber harvesting CostS . ... ..o
OthEr CUIMENE BSSES . . ottt e e e e e e e

Total CUMMENt BSSEES . .. ittt e e e e et e e

Timber and timberlands, net of accumulated depletion of $255.3 and

B251.8, rePECHVEY . oot

Property and equipment, net of accumulated depreciation of $12.1 and

B11.3, rESPECHVEIY .ottt ettt
Deferred financing COSES, NEt . ..o o
Restricted cash, marketable securities and other investments .....................
OthEr BSSES .. ottt e e e e e

Liabilitiesand Member Deficit
Current liabilities:

Dueto PacificLumber . ... ..
ACCTUBH MBS . . ottt e e e e e e
Other accrued liabilities . ... e e e
Current maturitiesof long-termdebt .......... ... ... .. . .

Total current liabilities . . .. ..o

Long-term debt, less current maturities and excluding $58.2 and $59.9, respectively,

of Timber Notesheld in SARACCOUNt . ... ..ottt
Total liabilities . . ...

Contingencies (See Note 3)

Member defiCit ... ..ot

June 30, December 31,

2001 2000

(Unaudited)

228 $ 98.1

16.7 16.3
16.7 11.2
7.6 57
0.9 0.5
64.7 131.8
253.5 255.0
19.3 19.0
171 17.8
86.6 94.6
7.2 7.4

4484 $ 525.6

13 $ 0.3
255 26.3
25 3.4
16.7 16.4
46.0 46.4
755.5 767.2
801.5 813.6

(353.1) (288.0)

4484 $ 525.6

The accompanying notes are an integral part of these financial statements.
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SCOTIA PACIFIC COMPANY LLC

STATEMENT OF INCOME
(In millions of dollars)

Three Months Ended Six Months Ended
June 30, June 30,
2001 2000 2001 2000
(Unaudited)
Logsalesto PacificLumber .......... ... ... ....cciii.... $ 327 $ 268 $ 458 $ 471
Operating expenses:
General and administrative ............ ... . o 4.7 4.3 8.3 7.7
Depletion, depreciation and amortization ................. 3.1 3.0 4.8 5.5
7.8 7.3 13.1 13.2
OperatinginCome . . .....ou i 24.9 195 32.7 33.9
Other income (expense):
Interest and otherincome . ......... ... 20 2.3 4.4 3.8
Interest eXpense .. ..ot (14.7) (15.9) (29.5) (32.0)
Income before extraordinaryitem ............. .. ... ... ..., 12.2 5.9 7.6 5.7
Extraordinary item:
Gainsonrepurchasesof debt ............ ... .. ... ... . ... — — — 24
NELINCOME . ...t $ 122 % 59 $ 76 $ 8.1

The accompanying notes are an integral part of these financial statements.
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SCOTIA PACIFIC COMPANY LLC

STATEMENT OF CASH FLOWS
(In millions of dollars)

Cash flows from operating activities:

NELINCOME .« . ottt e e e e e e e

Adjustments to reconcile net income to net cash provided by operating activities:
Extraordinary gainonrepurchasesof debt ............... ... .. ... ... ... ...,
Depletion, depreciation and amortization ................cciiiiii i,
Amortization of deferred financing CostS . . ... ... oo

Increase (decrease) in cash resulting from changesiin:

Receivablesfrom PacificLumber .......... .. .. i
Prepaid timber harvest COSES .. .. ..o
DuetoPacificLumber . ... ...
ACCTUBH MBS . . oottt e e e e
Other accrued liabilities. .. ... .o e e
OthEr .o
Net cash provided by operating activities ............. ... ... ... ..

Cash flows from investing activities:

Capital eXpenditUreS . ... ..ot e
Restricted cash withdrawals used to acquiretimberlands ........................
Net cash used for investing activities . . ............. ... i,

Cash flows from financing activities:

Principal payments on Timber Notes and other timber relateddebt ................
Borrowings (repayments) under line of creditagreement ........................
Member distribution . . . ...

Net changesin debt related restricted cash, marketable securities and other

INVESIMENIES . .. ottt ettt e e
Net cash provided by (used for) financing activities . .........................

Net increase (decrease) in cash and cash equivalents ............... .. ... .......
Cash and cash equivalentsat beginningof period . ........... ... .. ... ... .....
Cash and cash equivalentsat end of period . ........ ... .. i,

Supplemental disclosure of non-cash investing and financing activities:

Repurchases of debt using restrictedcash . ........ .. ..

Supplemental disclosure of cash flow infor mation:

Interest Paid .. ... ...

The accompanying notes are an integral part of these financial statements.
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Six Months Ended

June 30,
2001 2000

(Unaudited)
76 $ 8.1
- (2.4)
48 55
0.7 0.7
(5.5) (7.1)
(1.9) (2.5)
0.7 0.2
(0.8) (1.1)
(0.9) (0.3)
(0.7) —
4.0 11
(2.9) (3.2)
- 0.3
(2.9) (2.9)
(11.4) (13.0)
- 55
(73.1) -
8.1 9.3
(76.4) 1.8
(75.3) -
98.1 1.3
228 $ 1.3
- $ 201
296 $ 32.3



SCOTIA PACIFIC COMPANY LLC

CONDENSED NOTESTO FINANCIAL STATEMENTS
1. General

Theinformation contained in the following notes to the financial statementsis condensed from that which would
appear in the annual financia statements; accordingly, the financial statementsincluded herein should be reviewed in
conjunction with the financial statements and related notes thereto contained in the Form 10-K. Any capitalized terms
used but not defined in these Condensed Notesto Financia Statements are defined in the “ Glossary of Defined Terms”
contained in Appendix A. Accounting measurements at interim dates inherently involve greater reliance on estimates
than at year end. Theresults of operationsfor the interim periods presented are not necessarily indicative of the results
to be expected for the entire year.

Thefinancial statementsincluded herein are unaudited; however, they includeall adjustmentsof anormal recurring
naturewhich, inthe opinion of management, are necessary for afair presentation of thefinancial position of the Company
at June 30, 2001, and the results of operations for the three and six months ended June 30, 2001 and 2000, and the cash
flows for the six months ended June 30, 2001 and 2000. The Company isawholly owned subsidiary of Pacific Lumber
which is awholly owned subsidiary of MGI. MGI is awholly owned subsidiary of MGHI which is a wholly owned
subsidiary of MAXXAM.

2. Cash, Marketable Securities and Other Investments

Cash, marketabl e securitiesand other investmentsinclude the following amountswhich arerestricted (in millions):

June 30, December 31,
2001 2000
(Unaudited)
Current assets:
Cash and cash equivalents, restricted . ............ i e $ 182 $ 29.2
Marketable securities, restricted:
Amountsheld in SAR ACCOUNE . .. ..ottt e e et 16.7 16.3
34.9 455
Long-term restricted cash, marketable securities and other investments:
Amountsheld in SAR ACCOUNE .. ...ttt e e e et e s 136.9 144.4
Other amountsrestricted under thelndenture . ... i 2.8 2.9
Less: Amounts attributable to Timber Notesheldin SAR Account . .................... (53.1) (52.7)
86.6 94.6
Total restricted cash, marketable securities and other investments. . ....................... $ 1215 $ 140.1

Fundsheld inthe SAR Account include alimited partnership interest in the Equity Fund Partnership, whichinvests
inadiversified portfolio of common stocksand other equity securitieswhoseissuersareinvolved in merger, tender offer,
spin-off or recapitalization transactions. The following table shows the Company’s investment in the Equity Fund
Partnership and the ownership interest (dollars in millions).

June 30, December 31,
2001 2000
Investment in Equity Fund Partnership ...........coo i $ 105 $ 10.1
Percentageof ownershipheld . .. ... ... 3.3% 10.8%

3. Contingencies

Regulatory and environmental matters play a significant role in the Company’s business, which is subject to a
variety of California and federal laws and regulations, as well as the HCP and SYP and Pacific Lumber’s timber
operator’s license, dealing with timber harvesting practices, threatened and endangered species and habitat for such
species, and air and water quality.



The SYP complies with the California Board of Forestry and Fire Protection regulations requiring timber
companiesto project timber growth and harvest ontheir timberlands over a100-year planning period and to demonstrate
that their projected average annual harvest for any decade within a100-year planning period will not exceed the average
annual harvest level during the last decade of the 100-year planning period. The SY Piseffective for 10 years (subject
to review after five years) and may be amended by Pacific Lumber, subject to approval by the CDF. Revised SY Pswill
be prepared every decade that address the harvest level based upon reassessment of changes in the resource base and
other factors. The HCP and the Permitsallow incidental “take” of certain specieslocated onthe Company’ stimberlands
which species have been listed as endangered or threatened under the ESA and/or the CESA so long as there is no
“jeopardy” to the continued existence of such species. The HCP identifies the measures to be instituted in order to
minimize and mitigate the anticipated level of take to the greatest extent practicable. The SY P isalso subject to certain
of these provisions. The HCP and related Permits have aterm of 50 years.

Under the CWA, the EPA isrequired to establish TMDLs in water courses that have been declared to be “water
quality impaired.” The EPA and the North Coast Water Board arein the process of establishing TMDLsfor 17 northern
Cdliforniariversand certain of their tributaries, including ninewater coursesthat flow within the Company’ stimberlands.
The Company expects this processto continueinto 2010. In the December 1999 EPA report dealing with TMDLson
two of the nine water courses, the agency indicated that the requirements under the HCP would significantly addressthe
sediment issues that resulted in TMDL requirements for these water courses. However, the September 2000 report by
the staff of the North Coast Water Board proposed various actions, including restrictions on harvesting beyond those
required under the HCP. Dates for hearings concerning these matters have not been scheduled. Establishment of the
final TMDL requirements applicable to the Company’s timberlands will be a lengthy process, and the final TMDL
requirements applicabl e to the Company’ stimberlands may require aquatic protection measuresthat are different from
or in addition to the prescriptions to be devel oped pursuant to the watershed analysis process provided for in the HCP.

Since the consummation of the Headwaters Agreement on March 1, 1999, there has been a significant amount of
work required in connection with the implementation of the Environmental Plans. As aresult of the implementation
process, 1999 and 2000 were transition years for the Company with respect to the filing and approval of its THPs,
principally because government agencies have failed to approve THPs in atimely manner. The rate of approvals of
THPs during the three months ended June 30, 2001, hasimproved somewhat over prior quarters; however, it continues
to be below what the Company requires to meet its targeted harvest levels under the SY P. Neverthel ess, the Company
anticipates that once the Environmental Plans are fully implemented, the process of preparing THPswill become more
streamlined, and the time to obtain approval of THPs will potentially be shortened.

Lawsuits are pending and threatened which seek to prevent the Company from implementing the HCP and/or the
SY P, implementing certain of the Company’s approved THPs, or carrying out certain other operations. On December
2, 1997, the Wrigley lawsuit was filed. This action alleges, among other things, that the defendants’ logging practices
have contributed to an increase in flooding and damage to domestic water systems in a portion of the Elk River
watershed. The Company believes that it has strong factual and legal defenses with respect to the Wrigley lawsuit;
however, there can be no assurance that it will not have amaterial adverse effect on the Company’ s financial position,
results of operations or liquidity.

On March 31, 1999, the EPIC-SYP/Permits lawsuit was filed alleging various violations of the CESA and the
California Environmental Quality Act, and challenging, among other things, the validity and legality of the SY P and the
Permitsissued by California. On March 31, 1999, the USWA lawsuit wasfiled also challenging the validity and legality
of the SYP. The Company believes that appropriate procedures were followed throughout the public review and
approval process concerning the HCP and the SY P, and the Company isworking with the rel evant government agencies
to defend these challenges. Although uncertainties are inherent in the final outcome of the EPIC-SYP/Permits lawsuit
and the USWA lawsuit, the Company believes that the resol ution of these matters should not result in amaterial adverse
effect on itsfinancial condition, results of operations or the ability to harvest timber.

In connection with aFebruary 2001 notice of intent to sue Pacific Lumber, on July 24, 2001, the Bear Creek lawsuit
wasfiled. The lawsuit alleges that the Company and Pacific Lumber’s harvesting and other activities under certain of
itsapproved and proposed THPswill result in discharges of pollutantsin violation of the CWA. The plaintiff asserts
that the CWA requires the defendants to obtain a permit from the North Coast Water Board before beginning timber
harvesting and road construction activities in the Bear Creek watershed, and is seeking to enjoin these activities until
such permit has been obtained. The plaintiff also seeks civil penalties of up to $27,000 per day for the defendant’s
alleged continued violation of the CWA. The Company believes that the requirements under the HCP are adequate to
ensure that sediment and pollutants from its harvesting activities will not reach levels harmful to the environment.



Furthermore, EPA regul ations specifically provide that such activities are not subject to CWA permitting requirements.
The Company believesthat it hasstrong legal defensesinthismatter; however, there can be no assurancethat thislawsuit
will not have a material adverse effect on its consolidated financial condition or results of operations.

Whilethe Company expects environmental ly focused objections and lawsuitsto continue, it believesthat the HCP,
the SYP and the Permits should enhance its position in connection with these continuing challenges and, over time,
reduce or minimize such challenges.

4. Comprehensive Income and M ember Deficit

Comprehensive income includes the following (in millions):
Three Months Ended June 30, Six Months Ended June 30,

2001 2000 2001 2000
NELINCOME . ..ottt e e $ 122 % 59 $ 76 $ 8.1
Other comprehensive income:

Net change in fair value of available-for-sale investments (0.2 — 0.4 —
Total comprehensiveincome ........................ $ 120 $ 59 $ 80 $ 8.1

A reconciliation of the activity in member deficit is as follows (in millions):

Six Months Ended
June 30, 2001

Balanceat beginning of period . . ... ... i $ (288.0)
COMPrENENSIVE INCOME . . ..ttt et e et e e e e ettt et 8.0
Member distribution . ... ... . (73.1)
Balanceat end of period . . ... i $ (353.1)



ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Thefollowing should be read in conjunction with the financial statementsin Part |, Item 1 of this Report, Item 7.
“Management’s Discussion and Analysis of Financial Condition and Results of Operations’ and Item 8. “Financial
Statements and Supplementary Data’ of the Form 10-K. Any capitalized terms used but not defined in this Item are
defined inthe " Glossary of Defined Terms’ contained in Appendix A. Except as otherwise noted, all referencesto notes
represent the Notes to the Condensed Financial Statementsincluded in Item 1.

This Quarterly Report on Form 10-Q contains statements which constitute “ forward-looking statements” within
the meaning of the Private Securities Litigation Reform Act of 1995. These statements appear in a number of places
inthissectionand in Part II. Item 1. “ Legal Proceedings.” Such statements can be identified by the use of forward-
looking terminology such as* believes,” “ expects,” “may,” “ estimates,” “will,” “ should,” “ plans’ or “ anticipates’
or the negative thereof or other variations thereon or comparable terminology, or by discussions of strategy. Readers
are cautioned that any such forward-looking statements are not guarantees of future performance and involve
significant risks and uncertainties, and that actual results may vary materially fromthe forward-looking statements as
aresult of various factors. These factors include the effectiveness of management’ s strategies and decisions, general
economic and business conditions, developmentsin technology, new or modified statutory or regulatory requirements
and changing pricesand market conditions. ThisForm 10-Q and the Form 10-K identify other factorsthat could cause
such differences between the forwar d-looking statements and actual results. No assurance can be given that theseare
all of the factorsthat could cause actual resultsto vary materially from the forward-looking statements.

Results of Operations

General

Mbfe Concept. The Mbfe concept wasused in structuring the Timber Notesin order to take account of therelative
values of the speciesand categories of timber included inthe Company Timber. Under the M bfe concept, one thousand
board feet, net Scribner scale, of old growth redwood timber equatesto one Mbfe. Onethousand board feet, net Scribner
scale, of each other species and category of timber included in the Company Timber was assigned avaluein Mbfe equal
to afraction of an Mbfe. Thisfraction was generally determined by dividing the SBE Price applicable to such species
and category for the first half of 1998 by the SBE Price applicable to old growth redwood for the first half of 1998.
Historical harvest volumes reflected in this report are stated on an Mbfe basis.

Master Purchase Agreement Governing Log Salesto Pacific Lumber. The Master Purchase Agreement generally
contemplatesthat all sales of logs by the Company to Pacific Lumber will beat the SBE Price. Harvest Value Schedules
setting forth the SBE Prices are published by the California State Board of Equalization twice ayear for the purpose of
computing ayield tax imposed on timber harvested between January 1 and June 30 and July 1 and December 31. Harvest
Va ue Schedules are based on twenty-four months of actual log and timber salesthat occur within nine specified timber
valueareas. These salesare armslength transactions adj usted for time by indexing the prices (using log and lumber price
trends) to a specific date, which is approximately sixty days prior to the effective date of the Harvest Value Schedules.
However, SBE pricesmay not necessarily berepresentative of actual pricesthat would berealized from unrel ated parties
at subsequent dates.

Seasonality. Logging operations on the Company’s timberlands are highly seasonal and have historically been
significantly higher in the months of April through November than in the months of December through March.
Management expects that the Company’ s revenues and cash flowswill continue to be markedly seasonal because of the
harvesting, road use, wet weather and other restrictions imposed by the HCP. Asaresult, a substantial majority of the
future harvesting on the Company’ stimberlands can be expected to be concentrated during the period from June through
October of each year. Some of these restrictions may be modified under the adaptive management provision contained
in the HCP, and as a result of the watershed analysis process to be performed over the five-year period which began
March 1, 1999. See Note 3.

Log Sales to Pacific Lumber

Net sales from logs were $32.7 million and $26.8 million for the three months ended June 30, 2001 and 2000,
respectively. Theincreasewaslargely dueto anincreaseinthe averagerealized price and log delivery volumesfor small
diameter redwood logs. Theimprovement was somewhat offset by lower volumes of large diameter redwood logs. The
volume of log deliveriesfor such periodswas 28,700 Mbfe and 26,800 Mbfe, respectively. Theincreasein volumewas
predominantly due to an increase in THPs approved in the second quarter of 2001; however, seasonal harvesting



restrictionsimposed under the HCP have reduced the number of available-to-log THPs as compared to historical years.
See “—Trends’ for further discussion of the factors affecting the supply of approved THPs. Net salesfrom logs were
$45.8 million and $47.1 million for the six months ended June 30, 2001 and 2000, respectively. The decrease was
predominantly due to a decrease in the volume of redwood log deliveries offset by an increase in the average realized
price for small diameter redwood logs. Log volume represented 41,400 Mbfe and 47,800 Mbfe, respectively. The
decrease in log volume was due to a lower available-to-log THP inventory at January 1, 2001, as compared to the
beginning of 2000.

The SBE Prices published for the six months beginning July 1, 2001, reflected declinesin the prices for redwood
logsin the range of 35% to 40% from the previous period. Since net sales from redwood logs constituted 91% of total
net sales for the six months ended June 30, 2001, thisdeclinein SBE Priceswill have an adverseimpact on net salesfor
the second half of 2001.

Operating Income and Net Income

Operating income was $24.9 million and $19.5 million for the three months ended June 30, 2001 and 2000,
respectively. Operating income was $32.7 million and $33.9 million for the six months ended June 30, 2001 and 2000,
respectively. The increase for the three months ended and decrease for the six months ended is principally due to the
changesin log sales discussed above.

Net incomefor the second quarter increased from $5.9 millionin 2000 to $12.2 millionin 2001 primarily asaresult
of theincrease in net sales from logs discussed above. The second quarter was also favorably impacted by an increase
ininterest income from restricted cash and investments and a decrease in interest expense relating to the repurchase of
Timber Notes. The decrease in net income from $8.1 million for the six months ended June 30, 2000, to $7.6 million
for the six months ended June 30, 2001, was principally due to the decrease in net sales from logs as discussed above.
This decrease was partially offset by a decrease in interest expense relating to the repurchase of Timber Notes. In
addition, results for the six months ended June 30, 2000, included a $2.4 million extraordinary gain on repurchases of
Timber Notes.

Financial Condition and Investing and Financing Activities

Thissection contains statementswhich constitute” forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. See above for cautionary information with respect to such forward-looking
statements.

On June 1, 2001, the Line of Credit was extended for an additional year to July 12, 2002. At June 30, 2001, the
Company could have borrowed a maximum of $61.1 million under the Line of Credit, and there were no borrowings
outstanding under the Line of Credit.

Onthe January 22, 2001, note payment date for the Timber Notes, the Company had $37.4 million set asidein the
note payment account to pay the $28.9 million of interest due aswell as $8.5 million of principal. The Company repaid
an additional $2.9 million of principa on the Timber Notes using funds held in the SAR Account, resulting in a total
principal payment of $11.4 million, an amount equal to Scheduled Amortization. In addition, the Company made a
distribution in the amount of $73.1 million to its parent, Pacific Lumber, $63.9 million of which was made using funds
from the December 2000 sale of the Owl Creek grove and $9.2 million of which was made using excess funds rel eased
from the SAR Account.

Onthe July 20, 2001, note payment date for the Timber Notes, the Company had $29.9 million set asidein the note
payment account to pay the $28.5 million of interest due as well as $1.4 million of principal. The Company repaid an
additional $1.4 million of principal on the Timber Notes using funds held in the SAR Account, resulting in a total
principal payment of $2.8 million, an amount equal to Scheduled Amortization. In addition, the Company made a
distribution in the amount of $3.0 million to its parent, Pacific Lumber.

With respect to short-term liquidity, the Company believesthat it will generate sufficient cash from operationsto
pay all of theinterest and required principal onthe Timber Noteson the January 21, 2002, payment date; however, given
the uncertainties concerning the ability of the Company to obtain THP approvals, restrictions on winter harvesting
operations and other matters, there can be no assurance that thiswill bethe case. Any shortfall infundsavailableto pay
interest could be borrowed under the Line of Credit. The Company also expectsthat all or a portion of the funds used
to pay the Scheduled Amortization amount will be provided from the SAR Account.
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Pacific Lumber’s financial condition will affect its ability to purchase logs from the Company and to meet its
obligationsunder the Services Agreement. Pacific Lumber’ sliquidity improved significantly asaresult of $76.1 million
indistributionspaid by the Company, and $4.9 millionin repaymentson anintercompany loan by MGl during the period
from January 1, 2001 to July 31, 2001. Nevertheless, Pacific Lumber expectsthat near-term cash flowsfrom operations
will beadversely affected by aninadequate supply of logsand arelated slowdown inlumber production. Pacific Lumber
may require funds available under Pacific Lumber’s revolving credit agreement, additional repayments by MGI of an
intercompany loan and/or capital contributionsfrom MGl to enableit to meet itsworking capital and capital expenditure
requirementsfor the next year. With respect tolong-termliquidity, although Pacific Lumber expectsthat itsexisting cash
and cash equivalents should provide sufficient funds to meet its working capital and capital expenditure requirements,
until such time as Pacific Lumber has adequate cash flows from operations and/or dividends from the Company, there
can be no assurance that this will be the case.

With respect to long-term liquidity, the Company believes that its existing cash, including cash available for
principal payments from the SAR Account, and funds available under the Line of Credit, together with its ability to
generate sufficient levels of cash flows from operations over the long term, should provide sufficient funds to meet its
long-term working capital, capital expendituresand required debt service obligations. If the Company generates excess
fundsafter the payment of operating expenses, capital expenditures, interest, premiums, required principal paymentsand
replenishment of the SAR Account, it may at its option either pay dividends, retain these fundsfor internal purposes or
make voluntary principal payments. Cash flowsfrom operations may continue to be adversely affected if the Company
does not experience improvements in the THP submission and approval process, or if inclement weather conditions or
seasonal operating restrictions under the HCP hamper harvesting operations. Cash flows from operations would also
beadversely affected if additional judicial or regulatory restrictionsareimposed onthe Company’ sharvesting activities,
or if the Environmental Plans are not implemented in accordance with the Company’ s expectations.

Trends

This section contains statementswhich constitute* forward-looking statements’ within the meaning of the Private
Securities Litigation Reform Act of 1995. See above for cautionary information with respect to such forward-looking
statements.

Regulatory and environmental matters play a significant roleinthe Company’ soperations. See Note 3 and Item 1.
“Business—Regulatory and Environmental Factors’ of the Form 10-K for a discussion of these matters. Regulatory
compliance and related litigation have caused delaysin obtaining approvals of THPs and delaysin harvesting on THPs
oncethey areapproved. Thishasresultedinadeclineinharvest, anincreasein the cost of logging operations, and lower
net sales.

Since the consummation of the Headwaters Agreement on March 1, 1999, there has been a significant amount of
work required in connection with the implementation of the Environmental Plans. As aresult of the implementation
process, 1999 and 2000 were transition years for the Company with respect to the filing and approval of its THPs,
principally because government agencies have failed to approve THPs in a timely manner. The rate of approvals of
THPs during the three months ended June 30, 2001, hasimproved somewhat over prior quarters; however, it continues
to be below what the Company requiresto meet its targeted harvest levels under the SYP. Nevertheless, the Company
anticipates that once the Environmental Plans are fully implemented, the process of preparing THPswill become more
streamlined, and the time to obtain approval of THPs will potentially be shortened.

There can be no assurance that the Company will not continue to experience difficultiesin receiving approvals of
its THPs similar to those it has been experiencing. Furthermore, there can be no assurance that certain pending legal,
regulatory and environmental matters or future governmental regulations, legidation or judicial or administrative
decisions, or adverse weather conditions, would not have amaterial adverse effect onthe Company’ sfinancial position,
results of operationsor liquidity. SeePart I1. [tem 1. “Legal Proceedings’ and Note 3 for further information regarding
regulatory and legal proceedings affecting the Company.
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PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Referenceismadeto Item 3 of the Form 10-K for information concerning material legal proceedings with respect
tothe Company. Thefollowing material devel opments have occurred with respect to suchlegal proceedings subsequent
to the filing of the Form 10-K.

In connection with a February 2001 notice of intent to sue the Company and Pacific Lumber, on July 24, 2001, the
Bear Creeklawsuit wasfiled. Thelawsuit allegesthat the Company and Pacific Lumber’ sharvesting and other activities
under certain of its approved and proposed THPswill result in discharges of pollutantsin violation of the CWA. The
plaintiff asserts that the CWA requires the defendants to obtain a permit from the North Coast Water Board before
beginning timber harvesting and road construction activitiesin the Bear Creek watershed, and is seeking to enjoin these
activities until such permit has been obtained. The plaintiff also seeks civil penalties of up to $27,000 per day for the
defendant’ s alleged continued violation of the CWA. The Company believes that the requirements under the HCP are
adequate to ensure that sediment and pollutants from its harvesting activities will not reach levels harmful to the
environment. Furthermore, EPA regul ations specifically providethat such activities are not subject to CWA permitting
requirements. The Company believesthat it has strong legal defensesin this matter; however, there can be no assurance
that this lawsuit will not have a material adverse effect on its consolidated financial condition or results of operations.

ITEM 6. EXHIBITSAND REPORTSON FORM 8-K
a. Exhibits:
*4.1  Second Amendment, dated June 15, 2001, to the Line of Credit
* Included with this filing

b. Reportson Form 8-K:

On May 21, 2001, the Company filed a current report on Form 8-K (under Item 9), related to the filing of a
certificate in respect of the Company’s Timber Notes.

OnJune 20, 2001, the Company filed acurrent report on Form 8-K (under Item 9), related to afiling of acertificate
in respect of the Company’s Timber Notes.

On July 24, 2001, the Company filed a current report on Form 8-K (under Item 9), related to the filing of a
certificate in respect of the Company’s Timber Notes.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused thisreport to
be signed on its behalf by the undersigned thereunto duly authorized, who has signed this report on behalf of the
Registrant and as the principal financial and accounting officer of the Registrant.

SCOTIA PACIFIC COMPANY LLC

Date: August 13, 2001 By: IS GARY L. CLARK
Gary L. Clark
Vice President — Finance and Administration
(Principal Financial and Accounting Officer)
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APPENDIX A

Glossary of Defined Terms

Bear Creek lawsuit: An action entitled Environmental Protection Information Association v. Pacific Lumber, Scotia
Pacific Company LLC (No. C01-2821), filed July 24, 2001, in the U.S. District Court in the Northern District of
Cdlifornia

CDF: Cadlifornia Department of Forestry and Fire Protection

CESA: Cadlifornia Endangered Species Act

Company: Scotia Pacific Company LLC, alimited liability company wholly owned by Pacific Lumber

Company Timber: Thetimber |ocated onthe Company’ stimberlandswhich isnot subject to harvesting rights by Pacific
Lumber

CWA: Federal Clean Water Act

Environmental Plans: The HCP and the SYP

EPA: Environmental Protection Agency

EPIC-SYP/Permits lawsuit: An action entitled Environmental Protection Information Association, Serra Club v.
California Department of Forestry and Fire Protection, California Department of Fish and Game, The Pacific Lumber
Company, Scotia Pacific Company LLC, Salmon Creek Corporation, et al. (No. 99CS00639) filed March 31, 1999 in
the Superior Court of Sacramento County

Equity Fund Partnership: A partnership investingin equity securitiesin which the Company holdsalimited partnership
interest

ESA: Thefederal Endangered Species Act

Form 10-K: The Company’s Annual Report on Form 10-K filed with the Securities and Exchange Commission for the
fiscal year ended December 31, 2000

Harvest Value Schedule: A schedule setting forth the SBE Prices published bi-annually by the California Board of
Equalization applicable to the timber sold during the period covered by the schedule for purposes of computing timber
yield taxes

HCP: The habitat conservation plan covering multiple species approved on March 1, 1999, in connection with the
consummation of the Headwaters Agreement

Headwaters Agreement: The September 28, 1996, agreement between Pacific Lumber, ScotiaL L C, Salmon Creek, the
United States and California which provided the framework for the acquisition by the United States and California of
the Headwaters Timberlands

Headwaters Timberlands: Approximately 5,600 acres of Pacific Lumber timberlands consisting of two forest groves
commonly referred to as the Headwaters Forest and the Elk Head Springs Forest which were sold to the United States
and California on March 1, 1999

Indenture: The indenture governing the Timber Notes

Line of Credit: The agreement between a group of lenders and the Company pursuant to which the Company may
borrow in order to pay up to one year’sinterest on the Timber Notes
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Master Purchase Agreement: The agreement entered into between Pacific Lumber and the Company that governs all
purchases of logs by Pacific Lumber from the Company

MAXXAM: MAXXAM Inc.

Mbfe: A concept developed for use in structuring the Timber Notes; under this concept one thousand board feet, net
Scribner scale, of residual old growth redwood timber equates to one Mbfe

MGHI: MAXXAM Group Holdings Inc., awholly owned subsidiary of MAXXAM

MGI: MAXXAM Group Inc., awholly owned subsidiary of MGHI

North Coast Water Board: North Coast Regional Water Quality Control Board

Pacific Lumber: The Pacific Lumber Company, awholly owned subsidiary of MGl

Permits: The incidental take permitsissued by the United States and California pursuant to the HCP

Salmon Creek: Salmon Creek LLC, awholly owned subsidiary of Pacific Lumber

SAR Account: Funds held in areserve account to support principal payments on the Timber Notes

SBE Price: The applicable stumpage price for a particular species and category of log, as set forth in the most recent
Harvest Value Schedule published by the California State Board of Equalization at six month intervals for the purpose

of computing yield taxes imposed on the harvesting of timber

Scheduled Amortization: The amount of principal which the Company must pay through each Timber Note payment
date in order to avoid prepayment or deficiency premiums

ServicesAgreement: An agreement whereby Pacific Lumber isto provide operational, management and rel ated services
with respect to the Company’ s timberlands and for which Pacific Lumber is paid a fee

SYP: The sustained yield plan approved on March 1, 1999, in connection with the consummation of the Headwaters
Agreement

THP: Timber harvesting plan required to be filed with and approved by the CDF prior to the harvesting of timber

Timber Notes: The Company’s $867.2 million original aggregate principal amount of 6.55% SeriesB ClassA-1 Timber
Collateralized Notes, 7.11% Series B Class A-2 Timber Collateralized Notes and 7.71% Series B Class A-3 Timber
Collateralized Notes due July 20, 2028

TMDLs: Total maximum daily load limits

USWA lawsuit: An action entitled United Steelworkers of America, AFL-CIO, CLC, and Donald Kegley v. California
Department of Forestry and Fire Protection, The Pacific Lumber Company, Scotia Pacific Company LLC and Salmon
Creek Corporation (No. 99CS00626) filed March 31, 1999 in the Superior Court of Sacramento County

Wrigleylawsuit: Anactionentitled Kristi Wrigley, et al. v. CharlesHurwitz, John Campbell, Pacific Lumber, MAXXAM
Group HoldingsInc., Scotia Pacific Holding Company, MAXXAM Group Inc., MAXXAM Inc., Scotia Pacific Company
LLC and Federated Devel opment Company (No. 9700399) filed December 2, 1997 in the Superior Court of Humboldt
County
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